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Strategic Comments 


The Arab Gulf states and the 
geopolitics of the energy transition 


Five Arab states of the Persian Gulf — 
Bahrain, Kuwait, Qatar, Saudi Arabia and 
the United Arab Emirates (UAE) - are 
facing several immediate but familiar 
challenges: balancing relations with China 
and the United States; containing their 
regional rival, Iran; managing the fallout 
from regional crises; and responding to the 
COVID-19 pandemic. But looking ahead 
to the middle of this decade and beyond, 
they are also facing a challenge that is 
unprecedented: how they might manage 
their political and economic systems amid 
the global transition away from carbon- 
based sources of energy. 

This process received renewed 
attention in November 2021, when the 
United Nations convened its 26th annual 
climate-change conference in Glasgow, 
COP26, which had been delayed for a 
year because of COVID-19. Countries 
made new commitments at COP26 about 
meeting the climate goals they had agreed 
to at COP21 in Paris in 2015 — most 
significantly, to prevent average global 
surface temperatures from rising by more 
than 1.5°C above pre-industrial levels. 

A post-oil world will not emerge 
for decades, even if the Paris goals are 
achieved, and the Gulf states will probably 
remain energy exporters for the foreseeable 
future, offering a mix of hydrocarbon 
and renewable exports. Their current 
challenge is to find a balance between their 
oil and gas revenues and those from more 
sustainable energy sources, and to do so in 
a way that ensures their legacy industries 
do not compromise their aspirations to 
remain major energy producers well into 
the second half of this century. 


High stakes 

Oil has defined the modern Middle East 
as powerfully as any political ideology 
or personality. Indeed, a mismanaged 
transition to a world without oil could 
threaten the viability of the political model 
and the international standing of each of 
the Gulf states. Government stability has 
been underwritten by generous public 
disbursements in the form of subsidies and 
subventions paid for by revenue generated 
by national oil companies and related 
economic activity. If the Gulf states adopt 
more diverse economic systems, they will 
need to replace lost revenue. They have 
begun to do so by raising corporate taxes, 
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but this could lead businesspeople to 
demand more transparent decision-making 
by the government, given their greater 
contributions to its budget. And stagnation 
or a decline in the standard of living 
could prove politically costly. Shrinking 
oil revenues could have a similar effect 
on public spending on security, which 
would have downstream effects on the 
Gulf states’ international relationships. In 
the defence sector, for example, they would 
probably be less able to procure expensive 
military equipment underwritten by future 
oil revenues. 

The energy transition will also be an 
acute challenge for countries in the wider 
Middle East and North Africa region. All 
countries but one (Tunisia) have abundant 
hydrocarbon assets — either confirmed 
deposits of oil or gas or, in the case of 
Morocco, coal. Four of the world’s ten 
largest oil producers in the twelve-month 
period ending in October 2021 are in the 
region: Iran (whose production capacity 
remains significantly underdeveloped), 
Kuwait, Saudi Arabia and the UAE. Some 
of the world’s largest oil fields are also 
located in the region, particularly in Iran, 
Kuwait and Saudi Arabia; the largest of all 
is Ghawar, near the Saudi Gulf coast. 


Responding to transition 

Some Gulf states have taken limited steps 
to prepare for a world in which they can no 
longer rely on revenue from hydrocarbon 
exports. Kuwait founded its sovereign 
wealth fund, the Kuwait Investment 
Authority, in 1953 as an outlet for surplus 
oil revenue and as a hedge against future 
energy-market volatility. This body now 
manages the Future Generations Fund, 
created in 1976, which is worth roughly 
US$700 billion and is intended to serve as 
a bridge during the country’s transition 
away from oil exports. 

But many policymakers in the Gulf are 
sceptical that an energy transition will take 
place, or believe it will happen so far into 
the future that it is not worth planning 
for now. They argue that there is no clear 
evidence suggesting when a transition 
might occur. Meanwhile, given that the 
region’s first barrel of oil was extracted in 
southern Iran in 1908, they can point to over 
a century of evidence that hydrocarbon 
resources are an important store of wealth 
on which economies can be run, credit 


raised and international partnerships 
based. It will take a very significant new 
development to overturn the conviction 
among those in the regional oil sector that, 
while demand may fluctuate, it always 
recovers, and that oil will remain integral 
to the region’s economy. The continuing 
growth in demand from the expanding 
economies of the Asia-Pacific provides 
daily corroboration of this argument. 

Nonetheless, the operating assumption 
of the two most influential leaders in the 
region — Saudi Crown Prince Muhammad. 
bin Salman Al Saud and Emirati Crown 
Prince Mohamed bin Zayed Al Nahyan - 
often known as MBS and MBZ respectively 
— is that the end of oil will probably arrive 
in the next 50 years. Both also believe, 
more significantly, that the process can 
and must be managed by their respective 
states. For example, MBZ stated in 2015 
that ‘The question is, 50 years from now, 
after we have loaded this last barrel of oil, 
are we going to feel sad? If our investment 
today is right, I think — dear brothers and 
sisters — we will celebrate that moment.’ 

Saudi Arabia, which had long been 
content to fund public spending from its 
extraordinary levels of oil revenue rather 
than from investment income, restructured 
its Public Investment Fund in 2015 and 
began using it similarly to Kuwait's 
Future Generations Fund, to provide an 
alternative revenue stream to oil sales. In 
2016 the country launched Saudi Vision 
2030, an ambitious investment programme 
to diversify and modernise the economy. 
The plan gives form to Saudi Arabia’s 
intention, declared as part of the UN 
climate process, to achieve net-zero carbon 
emissions by 2060, and has also served as 
a tool to reassure the country’s citizens and 
its foreign investors that it will be able to 
manage the energy transition smoothly. 
The UAE is engaged in a similar effort with 
its Abu Dhabi Vision 2030, and has said it 
intends to reduce its carbon emissions by 
70% and generate more than 40% of its 
energy from renewable sources by 2050. 

It has been six years since these 
vision plans were conceptualised, with 
eight years remaining until 2030. Both 
countries have implemented related 
policy changes, including in the areas of 
education, to diversify and indigenise their 
workforces, liberalise their economies, 
invest in infrastructure and reform 
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Figure 1. Five of the Arab Gulf states 
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their tax systems. Neither, however, 
has significantly adjusted its balance 
of revenues between the oil and non- 
oil sectors, or shifted towards electric- 
or hybrid-power transportation. The 
Gulf states have generally continued to 
develop their upstream and downstream 
hydrocarbon industries, including 
through carbon-intensive activities such 
as expanding their aviation sectors and 
building infrastructure that required large 
amounts of concrete. 

The renewable-energy objectives 
described in the visions and restated 
as part of the COP26 process may 
become easier to achieve as state-backed 
investments in this area begin to produce 
returns. But the feasibility of achieving 
net zero by mid-century is unclear, given 
that it will depend on the development of 
unproven carbon-capture technology. The 
Gulf states are fortunate that, because of 
the characteristics of the region’s oil fields, 
extraction has a lower carbon footprint 
than in fields anywhere else in the world. 
They also possess the infrastructure, 
expertise and capital that is required to 
develop solar production and new forms 
of green energy such as hydrogen and 
ammonia at scale. 


Risk factors 
There are several risks that might threaten 
a controlled transition. A disruptive 
technological breakthrough in energy 
production could severely undercut the 
value of the Gulf’s oil and gas reserves; 
energy importers could adopt punitive 
regulatory regimes directed towards 
hydrocarbons; and precedent-setting legal 
decisions could undercut demand, as could 
rising anti-carbon investor activism or a 
galvanising climate catastrophe. Any of 
these could accelerate the energy transition 
and force the Gulf states to confront 
difficult political and economic choices. 
Another risk — largely unforeseen — has 
already become real. In the 2000s and early 
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2010s, debates about ‘peak oil’ related 
to constraints on the supply side — that 
is, the eventual depletion of hydrocarbon 
reserves, or the arrival of a time when it 
would no longer be economically feasible 
to extract them. But today, the constraints 
are on the demand side. Oil and gas are now 
being managed out of the global economy 
through multilateral climate diplomacy, 
which poses a difficult challenge for Gulf 
states because they risk being seen as 
villains who continue to pump rather than 
as victims of circumstance whose wells are 
running dry. 

The Gulf states have at times played 
into this narrative, with some ministers 
and senior oil executives making 
dismissive statements about the energy 
transition or adopting maladroit positions 
during UN climate negotiations. The 
argument they have sought to make is 
a reasonable one — that in some parts of 
the world, oil and natural gas will play 
a significant role as bridge fuels until 
carbon-neutral energy sources are fully 
adopted in the second half of the century 
— but it is often dismissed as a self-serving 
argument, given that it creates a rationale 
for expanding capacity in the Gulf to 
extract and export fossil fuels. 

Saudi Arabia and the UAE are among 
the Gulf states that can respond to these 
criticisms by pointing to the sustainable- 
energy goals of their respective vision 
plans and the progress achieved in 
implementing them. But any credit the 
Gulf states might claim for green policies 
domestically will be undercut by their 
continuing oil exports, which are not 
currently included when calculating their 
domestic carbon liabilities for the purpose 
of the UN climate process. This definition 
of accountability - which has allowed 
the Gulf states to pursue green policies 
domestically by building solar parks 
and forests as carbon offsets, winning 
international awards for sustainability 
- will probably come under increasing 


pressure particularly from countries 
in Europe and those elsewhere most 
threatened by climate change, which will 
continue to force global climate diplomacy 
towards ever-higher levels of ambition. 
Gulf oil companies themselves - 
despite attempts at rebranding, changing 
their leadership and releasing ambitious 
manifestos - have had difficulty 
participating constructively in global 
climate diplomacy, to the extent that senior 
executives felt it best to avoid attending 
COP26 altogether. The stigmatisation that 
these executives feel now will increasingly 
apply to producer states, and public 
perceptions of these states will become 
more binary. (The same may also be true, 
for example, of developing countries in 
Asia that will continue to rely on coal, oil 
or natural gas for the foreseeable future.) 
Many countries are only just beginning 
to design regulatory standards and legal 
penalties relating to global environmental 
issues, but this activity will probably 
gather pace and grow teeth, particularly 
as a younger generation of policymakers 
more attuned to climate action comes to 
power. In the US and Europe, successful 
legal actions have been brought against 
oil companies, including a subsidiary 
of Saudi Aramco. The publicly owned 
Gulf energy companies will continue to 
be attractive and potentially lucrative 
targets for future litigation. That will 
contribute to a broader culture of public 
accountability already evident in how large 
companies are subject to transparency and 
disclosure requirements related to their 
environmental performance. 


Looking beyond the Gulf states 

Future oil revenue is expected to play 
a critical role funding post-conflict 
development in Iraq, Libya, Syria and 
Yemen, and economic modernisation in 
Egypt, Iran, Jordan and Lebanon. There 
is little prospect of finding an alternative 
source of funding. Iran and Iraq, the 
largest neighbours of the Gulf states, have 
unique requirements and liabilities related 
to the energy transition. The prospect of 
either country being unable to generate 
revenues from oil raises the spectre of 
internal political dislocation and the 
re-emergence of extremist groups with the 
ability to destabilise other countries in the 
region. Neither country has the economic 
base, let alone the economic diversity, that 
would enable it to easily endure an oil 
shortfall. If the transition unfolds smoothly 
and relatively slowly — over about 50 years, 
for example — these countries might have 
time to make the necessary adjustments. 
But if the last 50 years are any guide, these 
countries may not achieve the political 
stability and prolonged periods of growth 
that would be required to reshape their 
economies. Even in the Gulf states, it took 
a generation to implement the regulatory 
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changes required to begin preparing for 
the transition. 

Further afield, the Gulf states’ relations 
with the US and other Western partners 
will be affected. Their reliance on Western 
security guarantors is decreasing to some 
extent as they seek a greater degree of 
strategic autonomy, or at least greater 
diversity by expanding their relations 
with Asian countries on security- and 
defence-related matters. From China 
the Gulf states have acquired products 
incorporating emerging technologies, 
including artificial intelligence (AI), that 
the US has been unwilling or unable to 
supply and that are becoming increasingly 
important to the region’s defence industry. 
China remains unwilling to replace the 
US as a regional security guarantor, and 
is not well suited to the role, but its 
interests are increasingly aligned with 
the Gulf states. Many in the Gulf are 
sympathetic to China’s widespread use 
of digital-surveillance tools to monitor 
its population, and would like to emulate 
that approach and extend its use via AI, 
the monitoring of social media and the 
development of smart cities. And the 
Gulf’s relations with China will probably 
deepen if, as is likely, it remains a 
significant market for hydrocarbons long 
after the West has transitioned to green 
energy sources. In June 2020, China and 
Iran signed a 25-year strategic partnership 
agreement. Iran, which remains almost 
entirely shut out of the global market 
for oil because of sanctions related to its 


nuclear programme, desperately needs 
oil-export revenue, and China, given its 
willingness to circumvent these sanctions, 
will probably be happy to oblige for the 
foreseeable future. 

It would be a great irony if China 
eventually displaced Western countries as 
a political and economic power in the Gulf 
because of oil — the very thing that brought 
the British and then the US into the region 
and formed the basis of their strategic 
relationships there. Neither the Gulf states 
nor their Western partners want to part 
company, but transition will be a challenge 
to their long-standing relationship, 
requiring delicate and accommodating 
diplomacy on both sides. 


Outlook 

In 2022 and 2023, COP27 and COP28 will 
conveneinEgyptand the UAE respectively, 
sharpening the global focus on countries 
in the Middle East and the steps they are 
taking to slow the pace of climate change. 
A decade ago, some analysts expected 
that the Gulf states might attempt to 
use their control over global oil supplies 
via the Organization of the Petroleum 
Exporting Countries to lower prices, 
with the goal of making green 
alternatives economically infeasible. 
But this would now be economically 
counterproductive, given that they 
have decided to become green-energy 
producers themselves, and politically 
dangerous, given that the UN climate 
conversation has advanced significantly. 
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It could turn out that the Gulf will 
be blessed once again in the new energy 
age. It has both abundant natural sources 
of renewable energy and the expertise, 
funds, infrastructure and useable space 
to produce at scale. Qatar in particular 
has advantages because of its abundant 
supply of natural gas, which will serve 
as the most important bridge fuel for 
transition and for which global demand 
is rising. In Saudi Arabia, MBS will 
need oil revenues to fund his ambitious 
economic restructuring and expansion, 
but he has also presented himself as an 
enthusiast for transition and renewables. 
He has embedded green policies in his 
transformation, and attended COP26 
shortly after holding his own Riyadh 
Green Summit at which he unveiled the 
country’s updated climate plans. There 
is also a regional dynamic in play, and 
competition over green credentials 
between the naturally rivalrous Gulf 
states is already rising. 

In the years ahead, therefore, the Gulf 
states will probably accelerate existing 
sustainability programmes even as 
they expand their reach into markets 
in countries such as those in emerging 
Asia that will depend on oil and natural 
gas for the foreseeable future. There is 
a risk that the latter will give way to 
complacency about the former. But this 
risk appears less significant than it once 
was, as it becomes increasingly clear that 
the Gulf states are well placed to become 
net beneficiaries of the energy transition. 
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